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“PROCESSOR~GRO:ER RELATIONS IN THE BEET [oko ote te 
SUGAR INDUSTRY 


Address of Charles ti, Nicholson, Sugar Division, before 
Anorican Institute of Cooperation, Michigan State Colloge, 
Hast Lansing, Michigan, on July 11, 1940, 

The producer of sugar bects is much nore closely in touch with 
the processor of his product than is the producer of nost other agri~ 
cultural crops, This is in all probability the result of the tromendous 
inportance to the processor of maintaining volume but not in excess of 
the capacity of the plant, the definitely great hand labor requirenents 
of the crop, the technical skill required in its production, and the 
necessity of maintaining adequate farm practices, Although sugar beet 
companies are not as active in the procuremont of labor for production, 
cultivation and harvest as was the case some years ago, these concerns 
still take much of the responsibility of providing producers with 
adequate labor supplies, settling minor disputes between producer and 
laborer, measuring acroage in order to calculate wage paynents (which 
are predominantly on a piece rate basis) and offering technical advice 
to tho farmer, These functions are performed by a force of "field men"! 
who are in more or less continuous contact with producers. Weedless to 
say, with an organizational structure such as this, the association 
between processor and producer is very close except in fields in which 


their interests conflict.. 
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General Zconomic Characteristics of the Beet Sugar 
Industry Affecting the Processor-Grower Relationship 


The sugar boet crop is not sold in central markets, as are many 
of the major agricultural crops, but is produced and sold in accordance 
with the terms of purchase siraenente entered into between the producer 
and processor at a date prior to the normal planting season, The pro« 
ducer finds this arrangenent desirable in order that he may have a 
certain market for his product on a predetermined price basis and in 
oer that he may obtain the protection afforded by covtractual pros 
vision for proper tare analysis, sucrose analysis, veighing and sinilar 
factors which affect his returns, for much the sane reasons and to have 
assurance Of an adequate volume, the processor finds the contract 
system the ne one possible, 

Tais eres is both bulky and semi-perishable so that it cannot 
be transported for great distances nor can it be stored cheaply and 
aeeely for long intervals Of Btae.” aay the same time the initial outlay 
necessary roe the construction of a processing plant is so great that, 
like the utility enterprises, the duplication of facilities within i 
single torritory is uncevuoul/e, Any inadequacy of raw material supplies 
Heenltine from the over-ouiiding of processing facilitics or other causes 
“tends to reduce the anmal period of operation, thereby increasing the 
unit cost of manufacture substantially. Tor these te sane oe only , 


market available to the producer is ordinarily the plant ofa single 


because of tho semi~monovolistic nature of the processing business, the 


terus of tho purchase agreement have been the center of controversy 


ate 
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between tho crower end processor, ‘One other feature of the industry, 
nanely, its extrene dependence upon public protection in some forn is 
perhaps eontone ths Lor BS part of the controversy over the grower- 
processor relation, The degree of this protection has beon relatively 
large during recent years as a result of the fall in the world price 
of sugar, Growers feel that the public protection is naintained 
prinarily for their benefit and that profits for processors above an 
amount necossary to maintain plants is unjustificd, while sone pro- 


cessors fecl that the very risk of dependence upon government protection 


Galls for the establishment of financial reservos to meet conditions 


which may arise through unfavorable logislation or other causes which 
night make it impossible for a processor to continue in operation with 
out such resorves, 

At tho prosont tine associations of growors organized for the 
purpose of collective action bargain as a unit for thoir individual 
mombors, These organizations onjoy varying degrees of bargaining 
strongth doponding upon tho nature of local laws governing cooperative 
marketing associations, tho leadership, tho composition of the mombeor- 
ship, and othor factors, 

Tho Market for Sugar Beets 
The sugar industry is at the present time protected by a system 


of quota controls, an oxciso tax, and a conditional paynent structure, 


‘‘which, in contrast with a tariff structure, bring a portion of tho pro- 


tection into the opon, Basic roquisites of an offoctive schome of quota 
Control consist of an‘adequate, impartial systom for the allocation of 


the quotas to those who market sugar, and a ‘plan under which production 


ais 


will be maintained at quota lovels, The latter Fig nha aah is ee by 
sesataias 4 that the producer, in order to qualify fox a conditional | 
payment , preeEe y not more than the proportionate shoro" for his sare 
of Ns quantity Seat to oe the uh for the area, of vhich it is 
a part and to Browne. a nornal ee imontory. Tho tproportioaate 
shores" for farns are deternined, to use the Longuage of the Sugar Act 
of 1937, by taking: "%,....into consideration is nitih production on 
the farn of sugar beets and sug garcane narkotod (or processed) for the 
se Tie age or sugar or Liquid sugar and the ability to produce such 
sugar ers or sugarcane, and the Secretary shall, insofar as practicable, 
protect the interests of new producers and small producers and tho 
interosts of producers who are cash tenants, sherextenentey, adherent 
planters, or sharecroppers." 

The quota for any domestic arca is allotted only after public 
hearing and in confornity with the standards set forth in tho Act which 
provides in part that: ee shall be made in such manner ahs in 
such anount s as to provide a fair, ‘efficicnt and equitable distribution 

of such quota or proration thoreof by taking into acenaheneiiens th 

x sma of sugar or liquid sugar from sugar beets or sugarcane ~~ 
which proportionate shares, determined sunset to the provisions of 
subsection (>) of Section 302 portained ; tho ek narketings or rape: 
baie of o ach such person; or the cbility of such » porson to narkot or 
aioe that portion of such quota, or ‘proration thereof allotted to ies! 
It will be noted that it is require aq that che allocation of the quotas 


ie based upon the historical record of each fim, In the continental 


arcas marketing allotnents, coloulated by giving x percent weig cht to 


sugar beets is, within linits, restricted to those firms now engaged in 


ie ee 


processiz gs fron proportionate ‘ghare acreage for the calendar year 


iniediately procoding that ‘for which the allotment was made, and 25 


poreent weight ‘to the history of past n ccting, have been found to 


vouult in a fair, efficiont and equitable distribution of the quota, 
The quota pire beat crea for 1940 was allocated in conformity with 
a stipulation and agreement reached by the interested persons. 

If any person feels himself aggricved by the provisions of any 


allotment order, the Act provides that he may appeal to the United 


i) 


States Circuit Court of Appeals for the District of Columbia, Thero 
has been one such appéal in the continental area which originated in 
meeteae, In this caso, an allotment was requested for a facotry 


which had been idle for a period of approximately ton years, Under the 


formula indicated above the organization was ineligible for an allotnont 


so its requcst was ented. Aftor review of the case the Court sustained 
the order of the Secretary. 

In view of the nature of the legislation it is obvious that a new 
processing organization could never be assured of an allotment in 
advance of a hearing as the decision and order allotting the quota must 
be based upon evidence developed in the record, The final decision of 
the Department of Agriculture, shovld a contest develop, is always 
subject to review by the Court. In these circumstances the market for 
processing sugar beets, 


Sugar Legislation and the Distribution 
5S 


of tho Income of the Beet Sugar Industry | 


On several occasions preceding the enactment of the Sugar Act 


of 1937, the problem of grower-processor relations was the subject of 


doh pS 


investig ape the Sate capig of Corporations, at tho direction of 


the Socrotary of Comores , began an invostigation covering the: period 
1909-1914, This deer seb ds hie ax sine Larger eh costs, “was comple tod 
by the Fedoral Trade Commission satia its results published in 1917. 

During tho Yorla War, early in the history of the Food Administration, 
local commissions were established to deal with tho problem of sugar 
beet prices, Those commissions summoned witnesscs, conducted examina- 
tions and recommended prices, The Jones—Costigan Act of 1934 carried 

a provision authorizing the Secretary of Agriculture to adjudicate dis- 
putes as to the terms of purchase of sugar bects,. 

The Sugar Act of 1937 provides that a producsr who is also a 
processor zmst pay fair and reasonable prices for suger beots if ho is 
to qualify for tho conditional payments authorized in that legislation, 
In the avove connection, it is worthy of note that unlike the processor 
of sugarcane the typical sugar beat processor is nota . producer of sugar 
beets and consequently is not an epplicant for conditional payments, Tho 
Act also authorizes tho Secretary of Agriculturs to make rocomnendations 
relative to the terms of purchase agre eonents between processors and pro- 
ducerse 

Current sugo r legislation represents o new departure in that the 
distribution of income in this prOuG ctod ‘Anau sky is ‘subject to a degree 
of control, The contracts used throughout the industry for the purchase 
of sugar boets are of fia eoudnd wee participating type. The paynent 
roceived by the produccr for ide porn’ dést is dependent upon two factors, 
the sugar content of the bee ot and ‘the net roturn realized from tho sale 


of sugar. In area east of the. Mississipoi River vee rower recoives 


¥ 
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a price nes an of beets oqual to one-half the value of the products pro= 
: duced therefron, while in BA get donor is based wpon sucrose tests, 
In the latter case the price tela watheots the value of approxinately 
ono-half of the sugar recoverable under certnin assumed conditions of 


efficiconcy, 


—s 


How does the control system work? The price for refined sugar 
is detormined by the supply of and demand for the product. Under a 
quota plan the immediate supply nade available to the narket is 
determined by the government, The level of price results from tho 
relationship of that supply to the demand situation, Tho imposition 
of an excise tax under these circumstances reduces the "net return" 
derived from the sale of beet sugar by an amount equal to the tax, 

The amount available to the processor from the mariet being reduced in 
an amount roughly equivalent to the tax and as he retains approxinatoly 
one-half of the narket proceeds, his income is reduced by one-half of tho 
tax, 

The paynent received by the producer from the processor likewise 
declines, but the decline is much more than cormensated by the con- 
ditionsl payment received from the government, 

To illustrate, if a quota system were operative which would 
result ina net return fron tho sale of beet sugar of $3.75 per hundred- 
weight, the producer would reccive a return per ton, under the purchase 
agreonent in use in one of the important producing areas, of $5.19 por 
ton on a 16 percent. sucrose content beet, ‘With other factors constan , 

« tho imposition of a 53.5 cent tax per one hundred pounds, refined valus, 


(equivalent to 50 conts per hundred pounds, raw value) would reduce 


maacatea 


the not seg Sigh to $3. hae and the ‘grower would receive $4.36 per ton 


of bects sag tho Sane pa in ee ho would ToCenve a, 


Sober capes pave Ns if the conditions governing the recoipt of such pay 


monts have bcen not, of £2. 83 por ton or a total incone of $6.19 Dee tone 


In other Goran the income of the produccr is in these cireunstances 
increased by $1.00 per ton while that of the processor is reduced by 
approxinately 75 cents per ton of beots processed, 


Alternative Concepts of Fair and 
Reasonable Sugar Beet Prices 


This analysis brings us back to the provisions of tho Sugar ct 
which permit the Secretary of Agriculture to rocorriond terms of these 
purchase agreonents, Public hearings with respect to the problem of 
fair andi reasonable pricos for suger beets have been held in the 
donestic beet sugar producing aren, As a result of these hearings, it 
appears that at least three points of view have attained prominenco, 


Some growers advocate the so=called flat-rate contract under which the 


producer would recoive oa stipulated predetermined price for cach ton of 


sugar bests delivered, without regard to tho quality of tho sugar beet 


or the price of sugar, Under this type of contract risks of price’and 


quality would be borne by the processor, As recompense for the agsuiption 


of these risks, the processor, as has been the case historically, would 


probably insist upon tho maximum profit available by bidding for beets 
at rates no higher thanare necessary to induce the production of this 
crop in preference to alternative crops. 


It is obvious that tho processor must pay a price which will 


afford a return to the grower sufficient to induce him to bear the special 


burdons which go with sugar best production and ‘to: afford a return at 


th 
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least as great as that available from the production of other commodities, 
However, if the public protection afforded the industry is in excess of 
that afforded other crops, the processor may, if his bargaining powers 
are sufficicnt, securo for himself through the terms of the purchase 
agreonent, any income in excess of that available from non=protectsd 
altcrnative crops, In some instances exceedingly lerge financial 
surpluses have been accumulated by those processors having exceptionally 
low costs or other advantages, Conversely, if the protection afforded 
the industry is inadequate to cover total costs and alternative crops are 
sufficiontly attractive or if their costs are relatively high, processors 
nay be forced to assume losses and in the past large losses have bdeon 
incurred by some processors, 

Closely akin to the flat-rate type of contract is the participat- 
ing contract containing a nininun guaranteed price per ton of sugar bects, 
The effect of such a type of contract is to place additional risks upon 
the processor while permitting only a limited degree of participation 
in the benefits of highor levels of price, 

Others argue in support of a cost-of=processing basis, Under 
such a systen of price determination for sugar beets, the processor 
would. be assured of his costs, everything left over accruing to the 
grower, «11 of the risks of price, quality and volume, if such a 
principle were adopted, would fall on the grower, The normal competi- 
ve incentives tow:rd improvement of technical efficiency and cost 
reduction would probably not operate with vigor in such circumstances, 

In fact, the incentives might be such as to lead to inflation of cost 


ites, 
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The principle wnich appears to have found the 
createst support is the so-called participating basis. . Under 
this type of purchase contract the "net return" realized from 
the sale of the sugar ag well as the quality of the beet are 
factors in the price settlement. It is apparent that there. exist 
swo definite limits to price. It is obviously impossible for 
the processor to secure an adequate supply of sugar beets 
unless he pays a price at least sufficiently high in competition 
with other crops to induce growers to produce beets. Itis 
equally apparent that the grower cannot secure a price for 
sugar beets in excess of that represented by the processors' 
ability to pay. The margin or zone between these two limits 
may be small in certain districts at certain times. In other 
instances it may be large. ‘/ithin these limits lies the problem 
of the development of an acceptable standard or group of 
standards which may be employed to effect a participating 
distribution of the available income. A number of standards 
shen ag relative costs, relative investments, relative hazards 
of the two groups, and equality of opportunity in making profits, 


have been suggested. Each is open to some objection. 
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GROWER-PROCESSOR INCOME IN RECENT YEARS 


s eee Percentage 

Year In of Total 

which Net.Income Net Income Beet Crop 
Fiscal of Proces- ag Percent Processed Farm Income 

Year sors After of Average Crop By Companies: Per Ton Of 
Ended Taxes Net Worth Year Included Sugar Beets 

me | 1/ 2/ 

1930 S42 ,065;087) ": . a&2058 1929 97,53 $7.08 
1931 ~ 9,178,255 - 6,29 1930 96,63 7.14 
LYSS Wer7FSlet legs |) oS Bp e4 1931 94,56 5,94 
1933 2,430,439 eae 1932 94.29 Bee 
1934 13;560,497° © 121.08 1933 88,45 5313 
1935 14,183,136 os Pe 9 1934 94,90 6.92* 
1936 17,242,387 De OL 1935 95.29 6,89 * 
1937 15,989 ,411 612,43 1936 85,53 6,05 
lee. Pre, 588 Sub 8.87 1937 91.03: 7.207 
1939 7,074,999 5,55 1938 84,81 6,.52* 
1940 7270; 050 7.00 1939 60.0 


T; The calendar year in which the crop is grown and the fiscal period 
ended in the next calendar year coincide only roughly. 


2/ Abandonment, deficiency, refund and soil conservation payments omitted. 
Asterisks indicate a government payment is included. 


In examining the above table certain factors must be borne in mind, The 
financial result attained during a fiscal period ended in any particular 
year reflects the Peet ata ee cAtio ns: during the two preceding crop 
periods, fiscal years generally ending in February and larch. For example, 
the net ‘nee Te tor the’ year 1940 grew out of operations in connec- 
tion with the crops grown in the calendar years 1938 and 1939 since part 
of the 1938 and part of the 1939 crop sugar were marketed in the fiscal year 
ended in 1940, It should also be borne in mind that there have existed 
certain noteworthy differences between the sugar legislation in effect 
from June 1934 to we oe 1936, from January 1936 to September 1937 and 
from September 1937 to date, ‘The firgt leetslation provided for the attain- 


ment of parity returns to producers and for a processing tax measured by 


-” a 


ma = ee 
the difference between fair exchange value and market price out not 
to exceed one-half cent per pound of sugar, rsw value. The 
lesislation in effect from January 1936 to September 1937 carried 
no provision for conditional payments or taxes. The legislation 
in effect since September 1937 provides for a tax at the rate of 
50 cents per hundred pounds, raw value, and for sonal tioned pay- 
ments at the rate of 60 cents per hundred pounds, raw value, a situ- 
ation which differs materially with that which ietoad 1934 to | 
1935, a period when the tax rate could exceed the oouacnrore payment 
rate. | 

An examination of. the data in the table indicate that under the 
current structure the income of the processing branch? he Sneakers 
is smaller than that which prevailed under the first control structure, 


that authorized by the Jones-Costigan Act, and. that the income of the 


- grower is approximately identical. The cost to the consumer in the 


later period was less than during the first control period. The 


1938 and 1939 crops of sugar beets exceeded the quota for the domestic 
sugar beet area, but the emergency situation growing out of the - 
declaration of war, in Europe, which necessitated the temporary 
abandonment of the operation of the quota structure in the fall of 
193S, did much to solve the surplus problem. The effects on the pro-._ 
cessing branch of the industry, should volume be reduced to quota 


levels, would probably differ from the results shown in the table. 


In view of the changed distribution of income accompanying the ... . 


operation of the Sugar Act, only minor modifications of the purchase 


agreements have been suggested. In general, for conditional payment 


‘+13 - 
purposes, the established contracts have, for the first three crops 
to which the Act has applied, been viewed as fair and reasonable. 
Other rsactors to be Considered 

Needless to say, when a commodity is sold on the basis of weight 
anc. quality, both buyer and seller are interested in seeing that these 
two factors are properly analyzed. In most states scales are checked 
as to accuracy by.a.state weighmaster or similar officer. for his 
protection the grower generally insists that contractual provision be 
included under which check-weighmen, check-taremen, and ceck-chenists 
may be employed to safeguard growers' interests. It appears desirable 
that such services be performed by growers! associations for the 
benefit of their, membership and in order that mitual trust may be 
engendered. . 

There has been a certain amount of controversy with respect to 
the problem of individual tests versus factory average tests of the 
sucrose content of the sugar beets. It is contended by many that the 
sucrose content of the sugar beet is not subject to the control of 
the grower and that. the risks of low sucrose and the benefits of high 
sucrose should be spread among the several growers delivering beets 
to a particular factory. On the other hand, many growers and pro- 
cessors contend that there are certain practices which lead to a 
reduction of the sucrose content of the sugar beet but at the same time 
increase the tonnage per acre. On this basis it is argued that those 
farmers wno do. not engage in the practices which lead to low sucrose 
should not be penalized for the benefit of those whose tonnage may be 


increased by these practices but whose sucrose content may be low. 
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Recognition must always bé given to the fact that when a commodity 
is sold on the ‘basis of ‘grade,’ a strong incentive exists for improve- 
ment. 
The method by wich the “net proceeds" from the sale of sugar 
beets are determined is central: to the contract inasmuch as that 
figure in conjunction with the quality of the crop determines the 
price to be received by the grower. There is normally included in the 
contract: provision for audit of that figure. by a firm of certified 
public accountants, the firm usually to be selected by the processor. 
The expenses which are deducted from .the gross sales price include 
freight out, normal sa@les costs and all excise or manufacturing taxes.” 
It is sometimes asserted that those items of sales costs which are 
subject to the control of the processor should not be treated as . ‘ 
deductible items in arriving at the'net sales procéeds since the 
incentive for economy is minimized when such costs are shared by the 
srower. 
In some instances the net proceeds realized by several companies — } 
operating in a common territory are averaged in arriving at a price 
base for growers in the area concerned. ‘there this practice prevails 
it is defended on the ground that the averaging system distributes — 
the risks of good and bad marketing in such a way that the grower's 
position is equalized each year, whereas without a system of averaging © 
the growers served by. one processor might ina particular year receive 
more than growers served by other processors and in anothér year 


receive less. It is also argued’ that if two or more processors, 


dissimilar as to size of operations, are operating in 4 common 
territory the smallest operator may secure a larger percentage of local 
sales in high netting territory than the large processor, thereby 
finding himself able to pay higher prices for sugar beets to the 
detriment of growers served by the larger processing companies, and 
even to the detriment of the industry in the area since competition 
for the local market may result in a demoralization of the price 
structure within the area. 

On the other side it is argued that provision for the averaging 
of net proceeds realized by several processors reduces competition 
for the supply of sugar beets. If the marketing results of one 
processor are consistently poorer than those of another processor, 
there would appear to be little justification for growers served by 
the processor whose marketinz ability appears to be superior to suffer 
a reduced income; or under the principles of a participating contract, 
for growers served by a processor whose "nets" are low to receive an 
increased income. In general it may be said that growers express 


opposition to any system in which the average results of more than 


one company are employed for a settlement basis. 
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